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    It is of great significance for the study about institutional investors trading 
behavior and stock price fragility under the condition that limits of arbitrage. It is not 
only conducive to provides a new interpretive approach to some financial anomalies 
in China's financial markets, but also conducive to provide a theoretical basis that the 
Government further strengthen the supervision of the financial systemic risk  
    This paper mainly discussed the relationship between institutional investors 
trading behaviors and stock price fragility in China's stock market under the financial 
constraints that constraints of short selling, leverage constraints and equity capital 
constraints and so on. We emphasized that the factors of financial institutions and 
agents friction have an important role in asset pricing process through theoretical 
modeling and empirical analysis. In this paper, we divided the institutional investors 
trading behaviors into two parts the non-voluntary trade and voluntary trade 
respectively. And we discussed the relationship between institutional investors trading 
behavior and stock price fragility respectively in China's stock marketunder the 
condition of limits of arbitrage according to the above two parts. 
    In part one, we mainly discussed the relationship between institutional investors' 
non-voluntary trading behaviors and stock price fragility in China's stock market from 
the two angles of high volatility of liquidity shocks and related liquidity shocks. Its 
goal is to illustrate that institutional investors' non-voluntary trading behaviors is a 
very important factor causing stock price fragility in China's stock market under the 
condition that limits of arbitrage. 
    In part two, we indirectly empirical tested the relationship between investors' 
voluntary trading behaviors and the stock price fragility based on the close 
relationship between investors' behaviors of choosing information and investors' 
voluntary trading behaviors. It illustrated that institutional investors' voluntary trading 
behavior is a very important factor that casue the stock price fragility in China's stock 
market under the condition that limits of arbitrage. 
We mainly made a certain contributions in the following areas through this 
paper:  
    (1) In this paper, we explained some financial anomalies in China's stock market 
as the study object of China's stock market based on the perspective view of financial 
institutions and agency frictions. With the difference from the previous study explored 
the financial anomalies based on the point view of behavioral finance, in this paper, 














perspective of a wider range of asset pricing model. We believed that financial 
institutions and agency friction factors caused the specific financial institutions (e.g. 
arbitrageurs) could not provide liquidity to other investors in real financial markets, 
under the influence of  non-basic demand shocks and due to the existence of 
financial constraints in China's stock market. It thereby caused that the specific 
financial institutions decline the ability of quickly eliminating the mis-pricing of asset 
prices in financial markets and then the emergence that the financial assets' prices 
long-term deviate from the level of the underlying value of financial assets in 
financial markets.  
    (2)This study is helpful for people to build a research framework for designing 
and evaluating public policies. The financial crisis happended in 2007-2008 illustrated 
that government intervention play a very important role in the smooth function of 
financial markets. Government intervention does not exist in the standard asset 
pricing model, due to people abstracted away government intervention during the 
process of building the standard asset pricing model. Therefore, the equilibrium asset 
price we got is Pareto optimal in the equilibrium of standard asset pricing model. 
However, taking into account the perspective of financial institutions and agency 
frictions in asset pricing model, the research about the impact of financial constraints 
and non-basic demand shocks on the ability of specific financial institutions (e.g. 
arbitrageurs) in the financial market arbitrage helped people build a research 
framework for designing and evaluating public policies. 
(3) This study provides a theoretical basis for the regulatory authorities further 
perfecting of financial regulatory policies of financial systemic risk. When financial 
institutions face the impact of financial constraints and non-basic demand shocks in 
the financial market, their ability of arbitrage will decline. The study about it above 
provided a theoretical basis for us to further perfecting financial regulatory policies of 
financial systemic risk. For example, we can strengthen supervision of financial 
systemic risk by taxing. When the financial market is prosperity, we can directly tax 
arbitrage trade practices. When the financial market is downturn, we can imposed tax 
revenue from tax in the bull market to subsidize arbitrageurs. With the methods of 
subsidy, we can take measures of lender of last resort or the asset purchase program. 
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